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Before	 the	 Great	 Recession,	 there	 were	 two	 main	 arguments	 against	 this	 case	 for	
flexible	 exchange	 rates.	 A	 first	 counterargument	 is	 that	 the	 exchange	 rate	may	 not	
help	correct	international	relative	prices.	Then,	perhaps,	there	is	no	great	social	loss	in	
giving	 up	 flexibility	 (see,	 for	 example,	 Devereux	 and	 Engel	 2003	 and	 Engel	 2011).	 A	
case	 in	 point	 is	 that	 of	 local	 currency	 pricing:	 if	 export	 prices	 are	 set	 in	 the	 export	
market’s	currency	 to	start	with,	a	nominal	depreciation	will	not	change	 international	
relative	prices.	Subsequent	literature	has	pointed	out,	however,	that	flexible	exchange	
rates	may	be	valuable	whether	or	not	 the	exchange	rate	aligns	 international	 relative	
prices	correctly.	Indeed,	a	flexible	rate	regime	allows	a	country	to	maintain	monetary	
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